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Budgetary Control 


By Howarp CooNLey 


The last decade has witnessed a tre- 


mendous advance in the science ot 
Methods that 


and successful a generation ago now 


business. were sound 
seem crude and ineffective. The manu- 
facturer, particularly the large one, 
who expects to stem the tide of ever 
decreasing profit margins, must use 
not only his own brains but those of 
trained specialists in the realm of busi- 
ness science. 

Production planning has long been 
in vogue. But planning of a broader 
type, which includes the estimating of 
sales possibilities, of production re 
quirements rather more than possibili- 
ties, and by means of these two, of 
financial necessities, is the newest and, 
perhaps, the most important of method 
developments. In its broadest concep- 
tion we call this kind of 
“budgeting.” 

\s far back as 1917 the Walworth 
Company began to collect the material 
on which to base its future policies. 


planning 


This required the developing of much 
information that could not be found 
either in the books of account or the 
factory records. It was a_ tedious 
process and one that to many might 
have seemed futile. At the same time, 
as the records began to form they 
showed possibilities of control of which 
we never before dreamt. In fact, they 
laid the foundations for a right-about- 
face of our whole business policy. 
‘rom them we derived the hackground 


rt Company) 


of a system that made it possible to 
plan for the future, modifying our 
course as conditions warranted rather 
than to go ahead blindly as we had 
theretofore, having our path charted 
by conditions which had already de- 
veloped and of which we had no ad- 
vance knowledge. 

In its simplest terms, budgeting 1s 
In Wal- 


worth parlance this means the esti- 


the forecasting of the future. 


mating of our sales for at least a year 
in advance, with the year broken down 
into quarters. 
made both in dollars and in tons. They 


These estimates are 
are made by territories and by products 
and include the seasonal tendencies of 
our various product lines, as well as 
of local demand. This estimate once 
made is immediately converted into 
production requirements and in reach- 
ing a production estimate we give great 
weight to the effect of inventories both 
at our plants and at our warehouses. 

In these days every intelligent execu- 
tive is anxious to keep down his in- 
\s a matter of 
fact, to a great degree the speed of the 


ventory investment. 


inventory turnover is made the crite- 
rion of executive keenness. To a great 
extent this is sound and yet during 
these times when buying on the part 
of every consumer and middleman is 
from hand to mouth, a great responsi- 
bility is thrown on the manufacturer. 
In his effort to meet the high degree of 


service which hand to mouth buying 














difficulty in 
the happy medium 
‘enough” and “not too much.” Al- 
though we have yet to solve the myster- 


demands, he has 


finding 


‘ 


great 
between 


ies of this nice adjustment, we have 
gone far on the way by planning an in- 
ventory at the beginning of a period, 
which meet the 
period demands. In other words, if in 
the third quarter of 1928 our forecast 
indicates we will have heavy shipments, 


will our forecast of 


we would plan our production for the 
second quarter sufficiently in excess 
of our demand figures to give us an 
inventory liquidation in 
the 
quarter’s requirements. Qn the other 
hand, should our forecasts indicate 
slack shipments in the third quarter, 
we would reduce our second quarter 


capable of 


proportion to the excess of 


production program to a point below 
our shipment expectations, with a view 
to economy in inventory as well as to 
the possibility of producing during a 
subnormal period in excess of actual 
demand. 

If a system is fundamentally sound, 
it can be turned to advantage in many 
For instance, one of the 
valuable features of budgetary 
control is the possibility it holds out of 
maintaining a comparatively even pro- 
duction throughout the year. If fore- 
casting is accurate, and it can unques- 
tionably be made so within the limits 
of a surprisingly small percentage of 
variation, it is possible to lay out a fac- 
that will indicate the 
that should be em- 
ployed and the number of weeks of 
that promised. 


directions. 
most 


tory schedule 


number of men 


employment can be 


Should the year prove an active one, a 
full schedule with overtime in the cool 
months, when working conditions are 
at their best, could be planned. 
the 


If, on 


other hand, demand is low and 
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production in proportion, a schedule of 
slightly reduced hours throughout the 
year, with a possible close-down in the 
summer months when your workmen 
can find outdoor employment, makes 
for a low labor turnover and a high 
morale. 

It must forgotten that a 
budget to be sound must be flexible. 
A forecast made must be 
stantly checked and where the actual 
experience varies from the figure esti- 
mated, an immediate change of policy 
should result. 

The Walworth budget is not the 
work of an individual, but is the con- 
sensus of the best opinion of the com- 
pany'’s executives. Although guided 
by a single man, it is influenced by the 
opinion of each official who is in posi- 
tion to know facts. Our start is made 
at the end of each year with a forecast 
of the year to come. 


not be 


once con- 


This forecast is 


initially broken down only into 
quarters, but from these quarters 
figures for each month are set up 


covering income in the form of sales 
and outgo in terms of commitments 
for materials, labor, administrative and 
general expenses. With this commit- 
ment budget is also carried an esti- 
mate of cash income and outgo, which 
our treasurer an accurate 
knowledge of his cash trend and an 
opportunity to plan beforehand for 
additional funds when needed. 

In an article of this kind it will be 
futile to attempt to describe our budget 
method in detail. Undoubtedly many 
of its have more intimate 
knowledge of these methods than have 
I. It is sufficient, therefore, to indi- 
cate that the science of budgeting is 


gives to 


readers 


only in its early stages and has possi- 
bilities far beyond any accomplishment 


(Continued on page 7) 
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Is a Balance Sheet Audit a Detailed Audit? 


By Homer N. SWEE1 


Under the British Companies Act 
of 1908 the auditors are commanded to 
state in their report “whether, in their 
opinion, the balance sheet referred to 
in the report is properly drawn up so 
as to exhibit a true and correct view 
of the state of the company’s affairs 
according to the best of their informa- 
tion and the explanations given to 
them, and as shown by the books of 
the company.” A’ similar provision 
appeared in the Act of 1900 which was 
the earliest statute laying upon corpora- 
tions the obligation to appr nt auditors. 
Neither the Act of 1900 nor the Act of 
1908 required the auditors to certify 
to the profit and loss account. Sug- 
gested amendments to the Companies 
\ct that debated within 
recent months in England would com- 
pel every corporation to have its annual 
profit and loss statement certified also 
by an auditor. 

British 
have had access to their writings, insist 


have been 


authorities, in as far as | 


that the verification of the profit and 
loss account is an essential part of the 
audit of the balance sheet. DePaula in 
“The Principles of Auditing” (third 
1925), for 
ample, says “An audit of a 


edition published in ex- 
balance 
sheet involves the verification of the 
Profit and Loss account, as the balance 
of that must be included in 
some form or other in the former, and 


it entails a [ 


account 


detailed examination of 


every item in the balance sheet.” In 
another British = book—*Practical 
\uditing,” by Spicer and Pegler, 


(fourth edition published in 1925), 
the authors make this statement 
the object of a modern audit, although 





examination of cash 
ultimate aim 
the verification of the balance sheet of 


it includes the 
transactions, has as its 
the undertaking : and, since the balance 
sheet must incorporate in one form or 
Profit and 
account, the audit 
must extend to the examination of that 
account also.” 

In the United 
used the 


another the balance of the 


I.oss or Revenue 


have for 
“balance 
and “detailed audit.” It is un- 
that have had 
such vogue in this country, but it is 
now too late to change them. If there 
authoritative American docu- 
ment outlining the scope of a balance 
sheet audit, it is the Federal Reserve 
Bulletin of April, 1917 on “Approved 
Methods for the Preparation of 
Balance Sheet Statements.” To quote 
“The 


sheet audit for a fiscal year or other 


States we 
years sheet 
audit” 
fortunate 


terms 


these terms 


be any 


therefrom, scope of a balance 
operating period of an industrial or 
mercantile corporation or firm com- 
prises a verification of the assets and 
liabilities, a general examination of the 
profit and loss account, and, incidental 
thereto, an examination of the essential 
features of the accounting.” The dis- 
tinction “verification” 
“oeneral examination” is obscure. It 
may be significant that the body of the 
bulletin itself fourteen 
pages to the verification of assets and 


between and 


devotes over 
liabilities and barely two pages to the 
verification of surplus and profit and 
loss. 

The bulletin suggests only a very 
limited expenses, for 
the following brief paragraph is all it 
has to say about the examination of 


examination of 











selling, general and administrative ex- 


penses: “Under these general head- 
ings should be set down the expenses 
itemized to correspond with the titles 
each 
division. In checking the totals of each 
account with the statement the 
period under audit, special attention to 
credits in 


of the ledger accounts kept in 
for 


should be 
given to see that none have been made 


these accounts 
for the sale of capital assets and for 
other items which should not appear in 
expense accounts. The percentages of 
the 
aggregate total to net sales should be 


the totals of each division and of 


calculated for each year for compari- 
son.” 

The bulletin offers nothing on the 
subject of depreciation one 
which 
“The auditor should satisfy himself 


except 
paragraph, reads as follows: 
that the reserves for depreciation otf 
buildings, machinery, equipment, ete., 
are adequate to reflect the deteriora- 
tion in the value of the fixed proper- 
ties. If in his opinion the reserves 
the balance sheet 
sufficient, he should call attention to 
the his certificate.” That 
paragraph is one of ten under the head 
of “cost of fixed property’; the other 
with the verification of the 
additions to and deductions from the 
property account during the year. The 
emphasis is all in the direction of ascer- 
taining detailed examination 
whether the property account has been 
overstated. 


shown on are in- 


matter in 


nine deal 


by 


Of equal importance, even 
from that standpoint, is a detailed ex- 
amination of the depreciation reserve 
account to determine whether the 
charges to the reserve during the vear 
were fair. The balance in the reserve 
at the end of the year might be accept- 
able to the auditor and yet during the 
year the have been 


reserve i 


may 
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duced by charges that should have been 
But there 
is the further question, and a vital one, 


accounted for as expenses. 


whether the company has made ample 
provision for depreciation among the 
expenses of the year. 
the bulletin is silent. 
The Federal Reserve Bulletin is the 
best document of its kind we have. It 


On that point 


is fortunate that it was compiled and 
circulated as early as 1917. 
ing it determine what 
thought in 1917 to be the best practice 
for balance sheet audits. Apparently 
the \merican practice at one time was 


By analyz- 


we can Was 


less exacting as regards the verification 
of profit and loss than the British. It 
is probable that if the bulletin were to 
be rewritten today 

would be agreed upon. 


some revisions 


A balance sheet may be technically 
correct and yet “inferentially” mislead- 


ing. Here I am borrowing a phrase 
from Colonel Montgomery’s revised 
book on Auditing Theory and Prac- 


from the 
\s long as auditors concen- 


tice which is soon to come 
press. 
trate on the verification of assets and 
liabilities and do not weigh the factors 
of profit and loss for the year they may 
unwittingly certify to misleading 
balance sheets. Two examples. will 
illustrate this point. 

A corporation has made ample pro- 
visions for depreciation 
since its inception. 


every year 
The opinion of the 
auditor who certified the balance sheet 
each year was that the allowances for 
depreciation were liberal and he would 
have been willing to approve the bal- 
ance sheet if the provisions for de- 
preciation had been somewhat lower. 
Yet, he had no reason to object to the 
provisions that the company did make 
and in his judgment he could honestly 
certify to the annual statements with- 
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out any qualification regarding depre- 
ciation. In the year 1926 the president 
of the company decided to omit any 
The earn- 
ings for that year, before depreciation, 


provision for depreciation. 
were small. The president explained 
to the auditor that the balance in the 
depreciation reserve at the end of 1926 
The auditor was 
of the opinion that the liberal allow- 
ances 


was certainly ample. 


for depreciation in the prior 
years resulted in the accumulation of a 
reserve which was adequate even with- 
out the addition of any sum to the re- 
serve in 1926. He certified to the bal- 
ance sheet without qualification and 
without giving any notice in the bal- 
the that 
there was no provision in the accounts 
1926. But any 
stockholder knowing the amount of 
dividends which the corporation had 
paid during 1926 would be justified in 
assuming that the increase in surplus 
during the year plus dividends repre- 
sented net income. If he were to com- 
pare the balances in the depreciation 
reserve at the beginning and end of the 


ance sheet or in certificate 


for de} yreciation in 


year he would be entitled to assume, in 
the absence of any notice, that the pro- 
vision for depreciation during the year 
was at least as much as the amount of 
the net increase in the reserve during 
the year. If there had been no in- 
crease or only a slight increase, in the 
reserve during twelve months, that 
fact would not signify that no pro- 
vision had been made for depreciation 
in that period because charges for prop- 
erty abandonments in _— substantial 
amounts may have been made to the 
reserve. The balance sheet at the end 
of 1926 was misleading because it 
tended to indicate in comparison with 
the statement of the previous year that 
the company had earned more profits 
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uw 


than had actually been earned during 
The auditor had ascertained 
but he had 
the inferences 
stockholder might fairly 
draw from the statement. 

\nother had 
practice for several years to charge the 


the year. 
all the 
neglected to 


essential facts 
foresee 
which any 


company made it a 
cost of betterments and new equipment 
to expense instead of to fixed property 
the 
federal Reserve Bulletin prescribes a 


account. \s we have noted, 
detailed verification of the cost of fixed 
property to determine whether it was 
overstated. The auditor would hardly 
the inflation of 
account if he were to confine himself 
to the program of audit as outlined in 
that bulletin. 
tion to 


discover the expense 


There can be no objec- 
a corporation's following the 
conservative practice of making 
charges to an expense account rather 
than to an asset account when there is 
doubt whether the expenditure 
added to the worth of the property or 
On the other hand, 
any attempt to charge to expense the 


has 
its earning power. 


costs of betterments and equipment 
which beyond peradventure of doubt 
enhance the worth of fixed property 
and its earning power should not be 
accepted complacently by the auditor. 
If such a practice has been followed, 
and if the auditor is to discover it, he 
must ordinarily make a fairly detailed 
examination into the expense accounts 
of the year. 

\When a corporation sells new securi- 
ties to the public through bankers, the 
past record of earnings is invariably 
The securities 
of public utility corporations are com- 
monly offered for circulars 
which contain no balance sheet at all. 
Circulars for industrial 
corporations usually do contain a bal- 


given in the circular. 
sale in 


securities of 








ance sheet, but it is the record of earn- 
ings that carries the greatest signifi- 
cance in the evaluation of the worth of 
the security. Therefore, when an 
auditor is called upon to submit a re- 
port to the bankers on the financial 
affairs of a corporation that is to issue 
new securities, he may be depended 
upon to make a thorough investigation 
of the earnings for a period of years. 

The auditor should not be less 
thorough in his examination of income 
and expense for the year when he is 
making an annual audit preparatory to 
certifying the usual balance sheet. 
Most corporations with large amounts 
of securities outstanding in the hands 
of the public publish income statements 
annually as well as balance sheets. 
Whether a corporation intends to issue 
new securities or not, the income state- 
ment influences investors in the pur- 
chase and sale of the company’s out- 
standing securities on the stock ex- 
change or through other channels. 
The auditor's responsibility in deter- 
mining whether the regular annual 
statements of a corporation are correct 
is hardly less than it is in endorsing the 
representations of profits in a banker’s 
circular for the issuance of new 
securities. 

Changes in accounting policy in- 
augurated fora good purpose may re- 
sult in deceptive statements for a year 
or two if the auditor does not perceive 
all the reasonable inferences which may 
flow trom them. The only safe course 
for the auditor to pursue is to make an 
examination sufficiently comprehen- 
sive, so that he will be satisfied as the 
result of his independent investiga- 
tions that the accounts for the year 


fairly represent the earnings and cor- 
rectly state the assets and _ liabilities 
at the date of the balance sheet. In 


LR.B.E M.J OURNA 





L 


making a balance sheet audit, an audi- 
tor is not obligated to uncover em- 
bezzlements of cash and pilfering of 
merchandise ingeniously concealed at 
the end of the year, nor is he expected 
to examine all canceled checks and 
vouchers or to find corroboration of 
each and every entry on the books for 
the year. He should, however, deter- 
mine for himself the composition of 
every important account of income and 
expense or asset and liability. He will 
very properly exercise judgment re- 
garding the degree of verification 
which may be essential to determine 
and reconcile the facts regarding the 
different accounts. He will devote 
more time to the verification of the in- 
ventory than to the verification of pur- 
chases of raw material during the year. 
He will examine the balances in ac- 
counts receivable at the balance sheet 
date more thoroughly than he would 
the bookkeeping debits and credits 
posted from the cash book and _ sales 
book during the year. On the other 
hand, he is not carrying his examina- 
tion as far as he should if he takes for 
granted that each income or expense 
account has actually been credited or 
charged only with the class of items 
which the account by its title purports 
to represent. It is reasonable that he 
should analyze many of the income and 
expense accounts in greater detail than, 
for instance, capital stock (which he 
can confirm with the registrar ) or notes 
receivable (which he can verify chiefly 
by inspecting the notes). Before he 
has completed his examination he 
should have tested all the significant in- 
come and expense accounts and_ all 
the entries in the surplus account. He 
should be as much concerned with over- 
statement of expenses and _ liabilities 











> 











as with overstatement of assets and in- 
come. 

The terms “balance sheet audit” and 
“detailed audit” have been established 
in common usage for so many years 
that we will continue to employ them. 
\t the same time we should recognize 
that the detailed audit 1s never a com- 
plete audit and depends in consider- 
able measure on tests and that a balance 
sheet audit does certainly extend into 
ereat detail and is concerned with in- 
come and expense as well as with assets 
and liabilities. .\n auditor’s certificate 
is meaningless unless it expresses his 
personal opinion based upon the facts 
of which he has first-hand knowledge. 
To reach an independent and_ intelli- 
gent opinion regarding a financial state 
ment, an auditor must have undertaken 
a searching investigation into all the 
relevant facts. .\n independent opin- 
ion of the accuracy and fairness of a 
balance sheet presupposes a thorough 

which usually means detailed—ex- 
amination of all the accounts, ineclud- 


ing the income and expense accounts. 


Budgetary Control 
(Continued from page 2) 


of today. Estimating of profits a year 
in advance is a perfectly sane thought 
and even the somewhat crude attempts 
we have made evidence the unusual 
possibilities in this direction. 

In fact, budgeting is a sort of cure- 
all for troubles ——remembering always 
that it is a guiding instrument and not 
a producing machine. It shows the 
way that the business will go, assum- 
ing that your Oj erations are as success- 
ful in the future as they have been in 
the past. But far more than this, it 


points a warning finger towards trouble 





and gives you the means of making 
vour business safe against the advance 
ing inroads of growing competition. 
On all sides we see evidence that 
this is a day of science. In law, in 
medicine, in mechanics, in fact in every 
field the world is advancing by leaps 
\nd yet in rapidity of 
motion perhaps the greatest advance of 


and bounds. 


all in the past ten years has come to 
business. ‘That is what makes the field 
fascinating. Phat is what should 
stimulate our young men, who have 
chosen business as their field of life, to 
look with eagerness on the possibility 
of acquiring greater knowledge and 
with satisfaction on the added respect 


which their profession will gain. 


This Way But Once 


We go this way but once, O heart of 
mine, 
So why not make the journey well 
worth while, 
Giving to those who travel on with us 
\ helping hand, a word of cheer, 
a smile? 


We go this way but once. Ah, never 
more 
Can we go back along the selfsame 
way 
To get more out of life, undo the 
wrongs, 
Or speak the words we knew but 
did not say. 
We go this way but once. Then let 
us make 
The road we travel blossomy and 
sweet 
With helpful, kindly deeds and tender 
words, 
Smooth the path of bruised and 
stumbling feet. 
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Report by Committee of the National Tax Association 
on Simplification of the Income Tax 


By E. E. WaKEFIELD 


(B 


\t the twentieth annual conference 
on taxation, held by the National Tax 
\ssociation at Toronto from October 
10 to 14, 1927, a Committee, authorized 
at the previous conference, rendered 
its report on simplification of the in- 
come tax. The report is a_ printed 
document of 104 pages which has been 
widely distributed, and is of great in- 
terest to all those who have to deal with 
In this article, 
the principal conclusions and recom- 
mendations of the Committee are 
briefly summarized. 


the federal income tax. 


The outstanding conclusion of the 
Committee is that there should be a 
complete and entirely new federal in- 
come tax statute—not merely a re- 
vision of the existing law. Such a 
new statute should be framed only after 
extended study through continuation 
of the Joint Congressional Committee 
for another vear or perhaps longer. 
When framed the new law should be 
drafted by a small group of highly 
qualified men, free from political in- 
fluence or the importunities of small 
groups of taxpayers with special in- 
terests. 

The crying need for an entirely new 
draft of the law is (1) to give ade- 
quate opportunity for simplification of 
structure and language, and (2) to get 
away from the peculiar difficulties 
arising from the war necessities which 
so thoroughly complicated the earlier 
laws, and will continue to complicate 
any mere revision of existing law. 
With a fresh start and a simplified law 





On ) 
ce 


a new sense of responsibility and a 
revived public conscience in the observ- 
ance of the law and payment of taxes 
thereunder may 


reasonably be ex- 


? 


Preface Pp. 1 to 13. 
The body of the report is made up 


pected. 


of a large number of specific recom- 
mendations as to administrative 
changes and suggestions for simplify- 
ing and improving the law, the most 
important of which are outlined in the 
following paragraphs. The report, 
however, leaves one with the thought 
that, given the necessity for dealing 
with even a majority of the points 
covered by the recommendations, the 
prospect of a law which can be called 
simple in any sense other than by com- 
parison with earlier laws is not, to put 
it mildly, as encouraging as could be 
desired. 


Simplification of the Form of the Statute 


The law should be so framed as to 
state, in as simple language as possible, 
in continuous form, with elimination 
of cross references as far as possible, 
the salient requirements for the 
ordinary taxpayer such as rates, ex- 
emptions, due date of returns, and of 
tax payments. Provisions for excep- 
tional cases should be separated from 
the main body of the act, as should 
administrative provisions. Pp. 14 to 
20. 


Due Date of Returns—Tentative Returns 


The due date should be March i. or 
the first day of the third month after 








Swe tes 


—_ 














the end of the fiscal year. ‘Taxpavers 
should, as a matter of right under the 
statute, be allowed to file tentative re 
turns with a final or amended return 
filed within twelve months of the end 
of the year. The last return so filed 
should be the basis of the taxpayer's 
self-assessment and not the first prob- 
ably hurried return filed on the original 
due date. Pp. 21 to 23. 


Limitation on Time for Additional As- 
sessments and for Refunds 


Che Commissioner should have three 
vears from the end of the year in which 
final return is filed for additional 
assessment. Similarly the right to file 
claims for refund should expire in the 
same period unless a decision bearing 
on the right of the taxpayer is pending 
before the Supreme Court, and then 
the right should expire at the end of 
the year following the one in which 
EPS ae 37 


the decision is rendered. 3 Pe OF. 


Assessment and Proceedings to Collect 


The should be re- 


quired to assess within six months of 


Commissioner 


letter and 
should have only one year after assess- 


issuance of an assessment 


ment to bring proceedings to collect 
unless an appeal is taken or extension 
of time for payment is granted. 
ardy assessments should be 


Jeop- 
allowed 
only if the taxpayer’s financial position 
renders collection of the tax uncertain 
or if he is about to dispose of assets so 
that he will be unable to pay the tax. 
Pp. 34 to 35. 


Abatements 


Claims for abatement should be per- 
mitted to avoid necessity of payment 
of obviously wrong taxes with refund 


as the only remedy. P. 36. 





Effect of Claim for Refund 


claim for refund should 
open the return of the same year for 
If adjustment 


of tax for one year affects other years 


liling a 
additional assessment. 


the net deficiency or overpayment of 
tax for all the years affected should be 
collected or refunded, as the case may 


be. Pp. 40 to 41. 


Distribution of Assets before Final 
Settlement of Tax 
When it is distribute 


assets of a corporation, estate or other 


desired to 


such taxpayer, notice to the Commis- 
He should 
then investigate and determine the tax, 
if any. If he does not find additional 
tax or if he 


sioner should be required. 


fails to act within six 
months, claim against the assets in the 
distributees should 
Distribution without notice to the Com- 


missioner or without waiting for settle- 


hands. of cease. 


ment or expiration of six months after 
should distributees to 
liability for the same proportion of the 


notice subject 


tax as the proportion of assets received 
but only to the amount of assets re- 


ceived. Pp. +] to 42. 
Rates of Tax 
The Committee makes no recom- 


rates but 
strongly urges that they should not be 
adjusted from year to year but that 


mendations as to precise 


fluctuations in revenue should be cared 
sources than the in- 
The main object of this 
greater 
stability of the law and to make less 


for from other 
come tax. 
recommendation is to insure 
tempting the manipulation of income 
or losses to place them in the “year 
when they will do the most good.” 

\ single normal tax rate is recom- 
mended in place of the present gradu- 
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ated normal tax, or, 


possibly, a single 


graduated scale of rates to cover both 
present normal taxes and surtaxes. Pp. 
4? to 44. 
Corporation Taxes 
Phe 
ing the 


Committee recommends treat- 
the 


one really responsible for the tax on 


individual stockholder as 
corporate profits, subjecting dividends 
to the regular or normal tax and taxing 
corporations only on retained profits. 
\pparently the Committee feels that 
business 


corporate will not be ma- 
terially injured by the enforced dis- 
tribution possibly resulting from desire 
to escape the tax on undistributed 
profits. Pp. 44 to 47. 


Section 220 


\bandonment of this provision of 
the law which attempts to “crack nuts 


with sledge hammers” (50; 
income it 


tax on 


retention of earnings to 


avoid surtax) is recommended. Pp. 
17 to 54. 
Dividends 
The March 1, 1913 tax free dis- 


tribution of dividends should be abol- 
ished. We are far enough away from 
that date to be able sately to get rid of 
this complication of the law if due time 
before such change goes in to effect is 
given so that corporations relying on 
the present law may make distribu- 
tions, if they care to. 

should be 
treated as taxable dividends in so far 


Pp. 54 to 


Liquidating dividends 
| bed 


as they distribute surplus. 


Tax on Gains 
The Committee recommends 


tinuance of tax on gains from the sale 


con- 


of capital assets. The easy improve- 


ment of the law suggested by many 
through elimination of all attempt to 
tax such gains is not acceptable to the 
Committee because of the difficulty in 
making workable distinctions between 
true gains on capital assets and current 


income. Pp. 57 to 65. 


Depreciation on Assets Sold 
The 


cost ¢ f 


depreciation deduction from 
sold should be that in 
fact allowed in previous returns and 


assets 


not, as now, the depreciation allowable. 
he same recommendation applies to 
depletion, obsolescence and amortiza- 
tion. Pp. 57 to Ol. 


Exchange of Stock for Bonds on 
Reorganization 


that when 


bonds are received in a reorganization 


The Committee believes 


11 exchange for stock the stockholder’s 
status has so changed that the transac 
tion should not, as under the present 
considered an 


law, be open or 


P. 63. 


non- 
taxable transaction. 
Gifts—Basis When Property Sold 


gain on 
property received as a gift should be 


The basis for determining 


as under earlier laws, the value at date 
of gift. To avoid loss of tax by gift 
husband and wife, and minor children, 
should be taxed as an entity for sur- 


tax. Pp. 65 to 66. 

Corporation Tax on Sale of Capital Assets 
The use of the predecessor owner's 

cost on sale of assets received in a re- 

organization should be done away with. 

Pp. 67 to 68. 


Net Losses 


Kither the period over which net 
may be taken should be un- 
limited or better still the tax should be 


le SSeS 











based on average income for three or 


four years. Pp. 69 to 72. 


Fiscal Years 


The tax should be on the same basis 
as for the calendar year in which the 


=> 


fiscal year ends. P. 73. 


Capital Gains and Losses 


\ capital loss in excess of income 
should be allowed as a deduction from 
income of the subsequent year. Pp. 
~> pay : 

73 to 74. 
Earned Income 

The present credit is so niggardly 
that it is not worth while and should be 
abolished ; but surtax rates on incomes 
from $20,000 to $75,000 should be re 
duced. Pp. 74+ to 7/. 

Instalment Sales 


Taxation of income from instalment 
sales should be left to regulations of 
the Commissioner to give a greater 
flexibility in fitting it to the methods of 
operation in different businesses. Pp. 
78 to SO. 

Deductions—Ordinary and Necessary 
Expenses 
The statutory definition is too nar- 
It should include ‘‘all actual ex- 
penses pertaining to the production of 
The 


should 


TOW. 


the net income of the taxpayer.” 
for 
be abolished. 


“contributions” 
Pp. 81 to 85. 


allowance 


Credits Allowed Individuals 


The reduction of income 
brought about by, personal exemptions 
should be changed to reduction effected 
tax not of 
would be to give similar 


now 


in terms of and income. 
The 


reductions to all taxpayers similarly 


result 


situated as to income and not, as now, 
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the same credit regardless of size of 
income. Pp. SO to a7 


Estates and Trusts 


The basis for determining gains on 
trusts should be 
specifically defined in the statute and 
the uncertain situation caused by the 


sales by estates and 


MeWinney case and consequent depart- 
mental rulings should be removed. P. 
SS. 
Consolidated Returns 
‘| he 
ownership should be reduced so that a 
lower 


present requirement of 95‘ 


percentage of ownership with 
should 
Pp. 93 to 94 


actual inter-company relations 


suffice for consolidation. 
Board of Tax Appeals 
The Board is a and de 


sirable part of our income tax system 


necessary 


and should be continued, but claims for 


refund should be permitted even 
though appeal to the Board has been 
to direct the 
courts and reduce congestion of cases 


before the Board. 


taken in order cases to 


The Board should be permitted to 
assess costs not exceeding $500 on tax- 
payer or Commissioner to discourage 
frivolous or unnecessary appeals. 

Findings of facts should not be com- 
The should 
power, to refer cases to masters for tak- 
The 


time which is allowed for appeal to the 


pulsory. Board have 


ing testimony and finding facts. 


Board should be ninety days instead of 
sixty. The burden of proof in fraud 
cases should be on the Commissioner. 


Pp. 96 to 100. 


Rules and Regulations 


General rules and regulations should 
be published but the publication of 


(Continued on 28) 


page 
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Reichsmark, Papermark, Rentenmark and Goldmark 


By SIEGMUND G. WARBURG 


Pre War Reichsmark 


Previously to the war the name of 
the German currency was “Reichs- 
mark” as it is today. The German 
currency before the war was issued on 
the basis of the German bank law of 
March 14, 1875. 


Papermark 


On August 4, 1914 the German bank 
law of March 14, 1875 was partly sus- 
pended (1) with regard to the pro- 
portion of gold and commercial bills 
which the Reichsbank was to hold at 
any time against the notes which were 
being issued by the Reichsbank, (2) 
with regard to the obligation of the 
Reichsbank to exchange its notes at 
any time against gold. 

The public inside and outside of 
Germany began only in a slow way to 
become aware of the change which 
these suspensions of the German bank 
law meant to the German currency, 
and only gradually the German notes 
which were in circulation after August 
4th, 1914 were called “papermarks.” 

To satisfy war—and after war 
needs of the German treasury, the 
Reichsbank was issuing more and more 
\t the end of 
this development in the course of the 


of these papermarks. 


year 1923, the value of the papermark 
was decreased to such an extent that 
the public had lost all confidence in 
this kind of currency and could 
scarcely be induced to take it any more, 
Consequently it became inevitable to 
have a new form of money which 
might be stable, at least for some time 
and might be considered as safe by 





the public, especially by the farmers 
who otherwise would not. sell their 
products. 


Rentenmark 


Out of these points of view the 
“Rentenmark” was created. The Ren- 
tenmark was issued by the Rentenbank 
in accordance with a special law of 
October 17th, 1923. The Rentenbank 
was created with total resources of 
3,200,000,000  goldmarks and _ this 
capital was provided by enforced first 
mortgages on all German real estate. 
these mortgages amounting to 4% of 
the estimated value of the mortgaged 
property and bearing yearly interest at 
the rate of 6°. These mortgages were 
registered in goldmark, goldmark being 
defined in the Rentenbank law as equal 
to 1/2790 kilogram fine gold. Accord- 
ing to the Rentenbank law, the Ren- 
tenbank was to issue notes not exceed- 
ing the amount of mortgages which 
were in the hands of the Rentenbank. 
Coming into an absolute chaos in 
which there was not any form of stable 
money the Rentenbank served its pur- 
pose till it was replaced by the new 
Reichsmark. 

New Reichsmark 

The new Reichsmark is being issued 
on the basis of the German bank law 
of August 30, 1924. This new bank 
law replaced the old bank law of March 
14, 1875 and was passed in accordance 
with the experts’ plan for reparation 
payments (Dawes Report) and with 
the London Protocol of August 9th, 
1924. The new bank law contains 
like the old one stipulations with re- 


Ap 
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gard to the proportion of gold and market. The Reichsmark is therefore 


commercial bills which the Reichsbank 
has to hold at time against the 
notes which are being isued by the 


any 


Reichsbank and with regard to the 
obligation of the Reichsbank to ex- 
change its notes against gold at any 


time. It further creates an advisory 
board for the Reichsbank consisting of 
German and foreign members. 
law was enacted on October 11, 


This 
1924, 
including the before mentioned stipu- 
the 
notes 


lations except the obligation of 


Reichsbank to exchange its 
against gold at any time. According 
to the Dawes Report it was considered 
as appropriate to suspend the latter 
stipulation for the time being till the 
general situation in Germany and espe- 
cially its financial state of affairs would 
be more consolidated. 

In connection with the new bank law 
a law stipulating changes regarding the 
Rentenbank and the Rentenmark was 
passed on August 3, 1924 and enacted 
on October 11, 1924. 
this law the resources of the Renten- 
bank 2,000,.000,000 
Rentenmarks and had to consist only 
of agricultural 


\ccording to 


were reduced to 
Further- 
more the purpose of the Rentenbank 
was 


mortgages. 


being confined only to giving 
credits for purposes of German agricul- 
ture. The Rentenbank was no more 
allowed to issue new Rentenmark notes 
and the Reichsbank was obliged to ex- 
tract out of the public all Rentenmark 
notes and to exchange these notes as 
quickly as possible against its new 
Reichsmark notes, 

This process of extracting Renten- 
mark notes out of the public has in 
the meantime progressed to such an 
extent that today there are practically 


no Rentenmark notes any more in the 


today the official German currency. 
Goldmark 


Goldmark is a term stipulated very 
often during the last years in contracts 
referring to German debentures of any 
kind and especially to mortgage deben- 
tures and mortgages. The usual defini- 
tion of goldmark is given in Annex 1, 
Chapter 1 of the London Protocol of 
\ugust 9th, 1924. 
stated : 


In this Annex it is 

*\ goldmark shall be considered as 
equal to the value of 1/2790 kilogram 
of fine gold at the London quotation. 
This value is to be fixed on the basis 
of the London gold prices on the third 
market day before maturity. The con- 
version into German currency is to be 
the rate (‘‘Mittel- 
kurs’’) of the last official quotation of 


based on average 
the Berlin Stock Exchange for a cable 
transfer on London three clear days 
before the due date of each installment. 
In cases where by agreement payments 
should be made at a date prior to the 
due date, the actual date of payment 
would be substituted for the due date 
for purposes of conversion.” 
Millions In It 
Railroad Magnate—You say the 
speculation was a failure? 
Banker—. total failure. 


Railroad 


Magnate—But you said 
there was a fortune in it. 
Banker—So there was. Mine! 


Ipswitch Beacon. 
Not Guilty 
Traveler—Your son just threw a 
stone at me. 
Trishinan 
Traveler 


Trishiman 


-Did he hit you? 

No. 

Well, then he wasn’t my 
be Vv. 
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Budgetary Control in Effective 
Operation 


Operate a budget for ten years and 
you will never discontinue it. So Mr. 
Howard Coonley, President of Wal- 
worth Company, might have inscribed, 
and the brief sentence epitomizing his 
own experience would have been a 
valuable contribution to our Journal. 
But he has done much more for us by 
writing this article 
scribing how the budget has been used 


for issue an de- 
by his company to regulate production 


and inventory investment. \s we 


read, we can perceive the practical 
workings of a plan which is trusted 
only by the executive who dares to 
venture but first to 


advisors forecast the consequences. 


dares have his 


Annual Convention 


The annual general meeting of part- 
ners and from the 
various offices was held in Washington, 
D. C., October 20 to 22. Every one 
who was privileged to attend the meet- 
ing will admit that his views on many 
professional and administrative ques- 
tions were modified, broadened and 
deepened by intimate discussions with 
We may take satisfac- 
tion from the nature of our regular 
work which keeps us closely in touch 
with one another though our offices are 
widely scattered. The offices in New 
York, Philadelphia, Chicago and San 
Francisco, which are the large financial 


representatives 


his colleagues. 


centers, are naturally in frequent com- 
munication with the outlying offices. 
The Washington office as the head- 
quarters in our service of clients who 
require us to appear in their behalf 
before the Treasury and Board of Tax 
Appeals is constantly meeting mem- 
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our organization from other 
\nd the inter- 
relations between offices in the interest 


bers of 
parts of the country. 


of clients are not confined to the chan- 
nels radiating from the financial cen- 
Washington. In 
clients, it 


and from our 
for 
that the Boston and Cincinnati offices 
we find Detroit 
Seattle, Ios Angeles 
with Portland, Pittsburgh with Balti- 
more and Cleveland. But notwithstand- 


ing the continual inter-change of ideas 


ters 


work several happens 


join forces; and so 


working with 


between offices in the regular perform- 
ance of our service to clients, we could 
not, without convening at least once 
effectually 
practice, which has to be done from so 


a year, consolidate our 
many offices, so that it will be a unified 
practice reflecting always the policies 
and standards of one firm. 

It was a keen disappointment to all 
that Mr. Davies, as the head of the 
Berlin and Paris offices, could not be 
It had been hoped that he 
would be able to come to this country 


present. 


in time to attend the meeting, but im- 
portant 
different parts of [Europe prevented 
his crossing the Atlantic this fall. 


engagements with clients in 


A Suggestion to Be Heeded 
The 


auditing are ever advancing. 


professional requirements of 
We do 
not always perceive as quickly as we 
should the progressive changes in 
methods of financing, in policies of 
management and in state and federal 
legislation, which are continually in- 
troducing new problems in accounting 
and imposing additional responsibilities 
on auditors. 


The two volumes on Auditing 
Theory and Practice which Colonel 


Montgomery published in 1921 are not 
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out of date but he decided a_ few 
months ago to enrich the first volume 
with the addition of new material which 
has accumulated from the experiences 
1 The new edition 
will come off the press probably before 
the first of the year. It 


volume of 900 pages. 


of the past six years. 
will be a 


every member of our organization 


should peruse the book carefully as 
SOON as a COPY is available. [et every 
one be forwarned that he should not 


put off reading the entire book believing 
the effort of study is futile when a con 
venient table of contents and index can 
direct him quickly to the author’s com 
every 
organization should 
familiarize himself with the book as a 


mentary on any special topic. 
member of our 
whole and master the principles therein 
enunciated. It a useful book 
of reference to many, but the account- 
ant in active practice should make the 
large 


will be 


store of knowledge contained 


within its covers his own. 


No Present Revision of Income 
Tax Procedure 


Colonel Montgomery announced at 
the firm meeting held in October that 
he would not write an income tax pro 
cedure for next year. There are two 
good reasons why he should not add a 
book for 1928 to the series of volumes 
which fertile pen has produced 
yearly since 1916. 


his 
It is already ap- 
parent that Congress intends to draft 
a new tax law at the coming session. 
If he were to publish an income tax 
procedure now it would be obsolete 


An- 


pr¢ )- 


soon after the first of the year. 
is that tax 
cedure for 1927 was, in the opinion 
of many lawyers and tax experts, the 


other reason income 


(Continued on page 18) 
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Mining 


Congress 


By Rost. 


In .\ugust of this year I substituted 
for Mr. Staub at the convention of the 
Salt 


\s a part of the sessions 


\merican 
Lake City. 


Mining Congress in 
of the Congress there was a meeting of 
the General Tax Committee of which 
Mr. Staub is The Ameri- 
can Mining Congress is made up of 


a member. 


representatives of most of the mining 
throughout the United 
[It functions much like a trade 


companies 
States. 
association, being a clearing house for 
all matters affecting the mining indus- 
try. The Salt Lake had 
been arranged not only for a discus- 


meeting at 


sion of technical papers dealing with 
operating conditions, but also to advise 
the western members of the latest de- 
velopments in pending income tax legis- 
lation, particularly since the new tax 
law which is to be drafted in 1928 is 
being planned to be effective for a ten 
vear period, 

In making this trip from San Fran- 
Salt Lake City the writer 
decided to drive to Reno, inasmuch as 
that municipality had the 
news that a new state highway had 
been opened making access to the out- 


cisco to 


broadcast 


side world very convenient. Reno 


recently celebrated in western fashion 
the opening of this state highway link 
ing it to San Francisco and the east. 
San to the 
road is paved, and from there a wide 
gravel road leads to the Nevada line. 
This road, though announced to have 
been completed, was. still encumbered 


Irom Irancisco Colfax 


by graders, oilers, and other roadmak- 


SUCHANAN 


ing equipment, but it is understood that 
the work is fast approaching definite 
The road from Colfax to 
the Nevada lines takes one through the 
Bret Harte and Mark 
mining of the days 


completion. 


Twain gold 
of °49. 
Nearby is Lake Tahoe which forms a 


camps 


part of the boundary between Califor- 
nia Nevada. the Nevada 
State line to Reno, a distance of about 


and From 
six miles, is a fine new paved state 
highway which is in great contrast to 
most of the dirt automobile roads over 
the some eight hundred miles of desert 
from Reno to Salt Lake City. Because 
of the utter lack of population, it 1s 
apparent that the of a 
paved road over that desert can be ac- 
complished only by means of [Federal 
aid, and _ it this 
available within the very near future 


construction 


is believed will be 
due to the great amount of trans-con- 
tinental automobile traffic. 

Reno, contrary to expectations, pre- 
the earmarks of the 
frontier western town. It has a de- 
cidedly “homelike” atmosphere, and is 


sents none of 


very modern in appearance. There 
are several up-to-date apartment 
houses, much larger than would be 


found ordinarily in a town of that 
Reno, in a published brochure 
sponsored by its Chamber of Com- 
merce, resents the imputation that its 
principal “industry” is the divorce mill. 
However, it is alleged that this “indus- 
the profitable 
revenue to the community in the large 
number of visitors it brings. The mini- 


size, 


try” furnishes most 
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mum cost of a divorce, as recently pub- 
lished in the San Francisco papers, 1s 
as follows: 


Mttoeneys: Pees «.oc.sys:sns.sisse $250.00 
three 
months (the residence pe- 
riod required, plus railroad 


Maintenance for 


and pullman fares, and in- 


CHTCHIERIS. soccer eds 750.00 


SD) 5 a6.5 14 odors oo. aids $1,000.00 


It is apparent, therefore, that Reno is 
no place for the humble accountant. 
We left the car in the garage at 
Reno and proceeded to Salt Lake City 
by train over the intervening desert. 
One of the most noticeable develop- 
ments in Salt Lake City is the estab- 
lishment of the airport for the trans- 
continental air mail service. The mail 
planes take off and arrive with the 


regularity of passenger trains. Be- 
tween Salt Lake and Reno the flight 
is over the high Sierras. In these 


mountains lights flash at night to guide 
them, and their record for sustained 
flight is singularly high. 

\t Salt Lake the tax problems con- 
sidered by the convention are not only 
of interest to the mining industry but 
are of moment to all corporations be- 
involve the 
fundamental distinctions : 

1. Between capital and income. 

) 


cause they following 


Between the stockholder and the 
corporation as respects distribu- 
tions by the corporation of capital 
and/or income. 


Depletion 


In the case of oil and gas wells the 
Treasury had long been confronted 
with the difficulty of estimating the 
number of units in the property and, 
therefore, in determining the capital 
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value to be used as a basis for deple 
tion. In the Revenue Act of 1926, 
Section 204 (c-2) the Gordian Knot 
had been cut by providing that the al- 
lowance shall be 2714 of the gross 
income from the property during the 
taxable vear, such allowance not to ex- 
ceed 50 of the net income of the tax- 
payer from the property, except that 
in no case shall the depletion allowance 
be less than it would be if computed 
in the ordinary way. 

It has been suggested in the interest 
of simplification that the same prin- 
ciple be applied to the mining industry. 
This might afford some measure of 
relief to companies which have been 
unable to obtain the allowance of dis- 
covery value as a basis for depletion 
because of inability to comply with 
the technical requirements of the regu- 
lations covering discovery. On_ the 
other hand, such a basis might prove 
inadequate for those companies hav- 
ing long-life properties whose March 
1, 1913, valuations had already been 
established if perchance the ‘“percent- 
age depletion” method were made 
\nother 
therefore, that such 


obligatory. suggestion 1s, 
“percentage 
method” be made optional, and this 
would seem more adequately to meet 
the needs of the situation and not im- 
pose undue hardship on any particular 
section of the mining industry. 
Distributions and Dividends 
The present revenue act provides 
that distributions from depletion re- 
serves based on discovery value of 
mines are to be treated as distributions 
of capital. This appears to be quite 
logical because the whole theory of a 
deduction from income for depletion is 
based on the fact that the deduction is 
allowed in order that the taxpayer 














18 bok. B.S 


may have his capital returned to him. 
the 
mines, oil 


This means, in case of wasting 


assets such as wells, and 
timber, not necessarily the capital in- 
particular taxpayer in 
but an 


him 


vested by a 
dollars and assumed 
returned to 


ore ler to 


cents, 
capital tax-free in 
encourage entrepreneurs to 
engage in these particularly hazardous 
enterprises. That these enterprises are 
fact it seems hard for 
the Treasury Department at Washing- 
ton, thousands of miles from the scene 


hazardous is a 


of operations, to recognize. As one 


successful mining engineer said to the 


writer recently, “You see only the suc- 


you never see the thousands of 


cesses ; 


failures before a successful mine is 


discovered.” The Treasury too sees 


only the successful mining and oil 
ventures; it is not interested in the 
“lead horses.” It does not see the 


hazards, and it is also not apparent to 
the Treasury that what appears to be a 
large return from the successful con- 
cerns may be, and is, in fact a small 
return on the total capital originally 
embarked in such enterprises as com- 
pared with the return on the total em- 
barked in manufacturing or merchan- 
dising compan es. 

Under the 


Revenue Act of 1926, 
with its provision 


for depletion of 
2714% of the gross income in the case 
of oil and gas wells, no provision 1s 
distributions 
such depletion reserves to be 
the hands of the 
recipient stockholders as a return of 
This 
may have been due to inadvertence, but 
certainly any change made in the new 
tax law along this line affecting the 
mining industry should provide that 
all distributions out of either 
value” or out of “percentage 


made for considering 
from 
non-taxable in 


capital. failure to so provide 


“dis- 
covery 
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depletion,” or out of any other reserve 
representing a return of capital, should 
be treated as what it really is 
return, 


a capital 
and, therefore, on principle 
non-taxable unless and until such re- 
turn exceeds the basic cost to the stock- 
In the last-named 


case the stockholder should, as in the 


holder of his shares. 


case of other capital returns, be en- 
titled to have the profit, if any, sub- 
jected to the capital rate of 
12%. 


Reno Not the Wild West 


gains 


Returning to Reno by train from 


Salt Lake City we arrived after mid- 
night. From the station | walked a 
dozen blocks to the garage and met 


only one person on the streets, an 


Italian driver of a scavenger wagon 
who replied to my inquiries for direc- 
tions in perfectly good New Yorkese. 
I was greatly disappointed since I ex- 
pected to find the town “shot up” or 
at least some of the excitement pic- 
tured in the movies. [I am convinced, 


however, that Reno is staid and sober. 


No Present Revision of Income 
Tax Procedure 


(Continued from page 15) 


best volume on the subject that has 
been written. It took cognizance of all 
the court decisions, Board of Tax Ap- 
peals decisions and Treasury Depart- 
ment rulings that had been handed 
down up to the time when that volume 
For the 
force that volume is com- 


went to press late in 1926. 
law now in 
plete and up to date save only for new 
1927. ‘There not 
been many important decisions this 
year, so that income tax procedure for 
1927 will serve as a useful volume to 
taxpayers and tax experts during the 
winter of 1928. 


decisions in have 
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Depreciation vs. Retirement 


By A. Royat Woop 


(Assistant Professor 
Department, Ma 
1 ‘ 


Present interest in accounting pro- 
cedures for making provision for the 
replacement of property used up in- 
cident to the operations of a_ utility 
company fact that 
there are two quite different yet widely 
recognized accounting methods of deal- 
ing with this problem: 


erows out of the 


The deprecia- 
tion method and the retirement method. 
Depreciation accounting, as dis- 
cussed, is limited to straight-line depre 
ciation, which that utility 
consumed at a uniform 
Under this procedure, uniform 


here 


assumes 
property is 
rate. 
charges are made against operating ex- 
pense throughout the life of the prop- 
erty in question, these charges being 
necessarily dependent upon the original 
cost, the estimated length of life and 
the estimated salvage 
property. Offsetting 
charges are credits to an account, re- 

\s a result if 
fulfills its esti- 
mated life, then at the time of its with- 
drawal from 


value of the 
these expense 
serve for depreciation. 
a given capital asset 
will have 
accumulated in the reserve account an 


service there 
amount equal to the original cost of the 
asset minus the salvage value. 

Qn the other hand, the retirement 
method is not concerned with charging 
to operating expenses decrements of 
value which occur during suc 
cessive periods of the service life of a 
capital asset. Infact no such decre- 
ments of value are recognized. 


may 


How- 
ever, when the time comes to take this 
property out of 
and its 
expense. 


retired 
charged to 


service, it 1s 


original cost 


guteering 





\t the time in the utility 
field, the case for depreciation account- 
ing 1s advanced principally by the tele 
phone interests. 


present 


The railroads firmly 
maintain the retirement theory, while 
the electric and gas utilities as a rule 
operate on the retirement principle 
with practical expedients in the form 
of retirement reserves for distributing 
over several years certain retirements, 
large in comparison with the operating 
expenses of a one-year period, 


Arguments for Depreciation Accounting 


Depreciation built 
upon the theory that plant or equip- 
ment, with a few exceptions, notably 


land, 


accounting 1s 


can be used for a limited number 
of years before it is necessary to take 
it out of service. This period of use is 


generally referred to as its “service 


life,” and is affected by such factors as 
loss of efficiency due to period and type 
of use, by obsolescence due to improve- 
ments, by 


change of public require- 


ments and demands. The premise is 
that, given the original cost of a capital 
asset, together with its “‘service life” 
retire- 
ment, that asset declines in value dur- 


and salvage value at time of 
ing each year of its “service life” by 
an amount equal to that proportion of 


the difference between original cost 
and salvage value which the one-year 
period bears to the total “service life.” 
Proponents of depreciation accounting 
maintain that this decrement of value 
occurs each year and is chargeable to 
that year’s operation just as properly 
as are charges for labor and supplies 
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for the same period. That view stated 
in a different way is that unless depre- 
ciation is included with other costs, 
there is no proper conception of total 
operating cost, and that if rates are 
based on costs which do not include 
depreciation then the patrons of the 
utility are being served at less than 
cost. 

Advantages claimed for the deprecia- 
tion theory are that all operating costs 
are recognized as belonging to the 
period during which they occur, and 
that as a result of this recognition the 
managers of a utility are at all times 
in a position to determine whether or 
not the capital invested is being con- 
Proponents of the theory 
claim that unless depreciation is pro- 


served. 


1 another the 
whole operation is unsound and that, 
while this unsoundness may not be evi- 


vided for in one form 


dent for some time, sooner or later it 
will result in penalizing the owners of 
the utility. 


Arguments for Retirement Accounting 


Under the retirement scheme of 


handling worn-out or obsolete prop- 
erty, no use charges are made against 
operating during its life. 
Charges are deferred until the prop- 


expenses 


erty is taken out of service and then it 
is retired out of operating expense. 
Justification of this procedure is 
urged on the ground that for a com- 
posite property such as a Class [ rail- 
road made up of a large number of 
different major units and innumerable 
minor units there is no depreciation in 
value provided a proper maintenance 
policy is observed and provided the 
railroad is kept at “100 
efficiency.” 


operating 
In support of this conten- 
tion before the Interstate Commerce 
Commission counsel for the Southern 
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Pacific Company cites the case of the 
Chicago, Milwaukee and St. Paul Rail- 
road. This railroad, he says, was at 
the end of a two-year period of opera- 
tion, instead of being less valuable due 
to depreciation of equipment, struc- 
tures, and other plant, actually more 
valuable than it was at the time it was 
opened for operation, for at the end of 
the period it was able to maintain com- 
petitive schedules and in other ways 
equal the service offered by other rail- 
roads in the territory. 

Proper 
“100% 
adequate and safe service for it means 
retiring different units of plant when, 
for one reason or another, they become 
unserviceable, and their replacement 
with new or improved units. With re- 
gard to the effect of these retirement 
charges on operating expenses, there 


maintenance of plant at 


operating efficiency,’ assures 


seems to be some difference of opinion 
among adherents to the practice. One 
group claims that when a_ railroad 
“strikes its gait” these charges tend 
to reach a steady value, for practically 
the same amount of plant goes out of 
service in one year as in another. The 
other group contends that the manage- 
ment has some discretion in shifting 
these retirement costs from one year 
to another. Thus, in a poor year, if 
conditions for the succeeding year were 
promising, costs might be deferred. 
\ctual practice seems to bear out the 
latter contention. 
of the two views held on this particular 


However, regardless 


feature, both groups are united in the 
conviction that the 
cedure is more effective than deprecia- 
tion accounting. 

With small railroads and to a large 
extent with electric and gas utilities, it 
is appreciated that the replacement 
costs of some units are so large in com- 


retirement pro- 
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parison with other operating expenses 
that 1f any of these costs were thrown 
into the expenses for one year, there 
would be a jump in that year’s ex- 
penses which might seriously affect the 
dividend rate for that period. In such 
cases, retirement reserves are often 
resorted to as a means of smoothing 
out operating expenses. It is usual to 
anticipate retirement of such large 
units by a few years and to start setting 
up reserves to care for the retirement 
when it occurs. It is also customary 
to pro-rate the charges of this retire- 
ment over a few years subsequent to 
the retirement date. In either pro- 
cedure, or in event of a combination of 
the two, no attempt is made to dis- 
tribute the expense over the “service 
life” of the plant retired, so that it 
does not represent a partial acceptance 
of the depreciation theory. It merely 
is an extension of the retirement 
theory to include utilities of such size 
that the number of major units is not 
large enough to assure that the replace- 
ment of these units will occasion evenly 
balanced retirement expenses year in 
and year out. 

Railroad men strenuously object to 
the application of depreciation account- 
ing to their properties on the ground 
that large reserves would be built up 
for which there would be no justifica- 
tion. The only possible purpose for 
these reserves, they maintain, is to 
equalize operating expenses from year 
to year and the reserves growing out 
of the application of depreciation 
policy are many times more than ample 
for this. Furthermore, these reserves 
which are nothing more than “ear- 
marked surplus” would be just an un- 
necessary burden to the patrons and 
owners of the railroads. During the 
first years of operation of a utility the 


cost of the plant retired will be much 
smaller than depreciation, calculated 
on a “straight-line” basis. This differ- 
ence between replacement cost and de- 
preciation will become smaller and 
smaller as time goes on until, assuming 
the utility reaches a point where it 
ceases to increase the magnitude of its 
operations, the two approach = and 
finally reach equality. Under these 
conditions there will accumulate, rap- 
idly during the first few years of oper- 
ation and more slowly later on, a 
reserve for depreciation which ap- 
proaches 50° of the invested capital. 
Since a utility is presumably “in busi- 
ness to stay” there is no possibility of 
this reserve ever being used up, for 
the cost of equipment retired will equal 
the amount of depreciation charged for 
any period and the reserve will remain 
unchanged. This is the basis of the 
argument that the reserves are not 
needed and therefore are a burden to 
patrons. 

Reserves once set aside under de- 
preciation accounting procedure could 
not be used for the declaration of divi- 
dends and thus might seriously impair 
the credit of many railroads now ap- 
parently always in a sound condition, 
thus burdening their owners. 

Railroad men finally contend that 
depreciation accounting is not feasible, 
for it depends for its soundness on 
accurate determination of such things 
as length of “service life,” which in 
turn depends on character and amount 
of use, improvement in design and 
change of method, and upon the de- 
termination of salvage value; all of 
these factors are continually subject to 
dispute and do not lend themselves to 
accurate determination. Therefore if 
the various elements on which a prac- 
tice is to be founded cannot be accu- 

















rately determined, how can the practice 
itself be sound? These are the prin- 
cipal arguments advanced for retire- 
ment method. 


Discussion of Accounting Methods 


Consideration of the first argument 
in favor of retirement; namely, that a 
railroad maintained at “100% operat- 
ing efficiency” has no depreciation 
leads to the conclusion that its propo- 
nents do not have in mind the question 
of depreciation at all but are rather 
thinking in terms of value. Mention 
Was previously made of the use of the 
case of the Chicago, Milwaukee & St. 
Paul Railroad in this connection. The 
argument states specifically that a rail- 
road in operation for two years and on 
a “going basis” has no depreciation he 
cause it undoubtedly has, if the original 
project was well conceived, more value 


than the same railroad newly con- 
structed and ready to go into opera- 
tion. ltlere consideration is given only 
to the value of the railroad plant re- 
vardless of the manner in which such 
value was acquired. There is no doubt 
and “tuning 
up’ of personnel and equipment and to 


that, due to “wearing in” 


the gradual acquisition of public con- 
fidence and patronage, the railroad 
which has been in operation for a pe- 
riod of two years has acquired a value, 
sometimes called “going concern 
value,” which does not pertain to the 
railroad just = starting operations. 
ver against this must be set a loss of 
value which has resulted from wear 
and tear, action of the elements, and 
obsolescence of the plant in service. 
Neither 


“depreciation” 


“cooing concern value’ nor 
should be disregarded 
but there should be no attempt to con- 
fuse the issue by offsetting the one by 
the other merely because under con- 
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ceivable conditions they may for all 
practical neutralize each 
other. 

It is not within the province of this 
discussion to outline methods for de- 
termining the cost of 


pur] \OSES 


establishing 
“going concern value,” but rather to 
point out that such a cost does exist, 
which must be taken into account per 
se and not lumped with all other value 
pertaining to a utility and used to 
prove that depreciation is nonexistent. 

There undoubtedly is depreciation of 
individual units of plant or equipment. 
leven railroad men will grant that. To 
use the illustration advanced in argu- 
ment before the Interstate Commerce 
Commission, two candles may be ca- 
pable of giving equally satisfactory 
lights, one of the candles being full 
length and the other half burned away. 
The latter surely has “100°; operating 
efficiency,” yet it is easy for any one to 
see that the shorter candle has less 
remaining “‘service life’ than the full- 
length candle has, and is therefore ot 
less value than the longer candle. 
Similarly utility plant does lose value 
with the passing of each year of its 
“service life.” The operating records 
should show this decrement of value 
as an expense of operation when and 
The straight-line method 
of depreciation, with due allowance for 


salvage and removal cost, offers a 


as it occurs. 


feasible method of making deprecia- 
tion charges to operating expenses. 
Depreciation is necessarily a cost of 
operation, difficult to determine, but 
nevertheless a cost of operation which 
is going on continuously and rightly 
dealt with currently; not only that the 
present users may bear their own pro- 
portion of the operating costs, but also 
that the business may be at all times in 
the position of safeguarding its capital. 
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Opponents of depreciation account- 
ing raise the objection, and with rea- 
son, that present determinations of 
“service life’ leave much to be desired 
in the matter of accuracy. The satis- 
factory handling of this point will un- 
doubtedly call for extended study, for 
regardless of evidence to the contrary, 
many, it might almost be said the 
majority, of estimates of the length of 
“service life” are flagrantly in error. 
Solution cannot be made by account- 
ants alone but will necessarily call for 
high-caliber engineering talent as well. 
And it must be remembered that any 
solution resulting cannot hope to 
satisfy the criteria of an exact science. 
Granted the working out of this solu- 
tion will be attended by difficulties, 
these difficulties should not be allowed 
to loom disproportionately large in 
comparison with the benefits to be de- 
rived from the practice. 

There may be objection to the build- 
ing up of reserves of an amount more 
than sufficient to smooth out operating 
expenses from year to year on the 
ground that such reserves are an un- 
necessary burden to the patrons of the 
utility, inasmuch as a utility is pre- 
sumably “in business to stay” and will 
therefore never be obliged to use these 
depreciation reserves. The impres- 
sion seems to exist in many quarters 
that depreciation accounting, particu- 
larly in the utility field, is a clever 
scheme for forcing customers, neces- 
through rates, to 
finance a good portion of the activities 
of the utility. 


sarily monopoly 
This is more or less a 
corollary of the proposition against 
large depreciation reserves. This view 
would be tenable provided there were 
no depreciation of plant in operation. 





Conclusion 


If any progress is to be made in 
bringing railroad and electric- and gas- 
utility men to the view that deprecia- 
tion does exist, it seems that this must 
be done by first determining beyond 
possibility of confusion the elements 
that give a utility its value; this ap- 
plies with special force to “going-con- 
cern value,” covered previously. Once 
this point is clearly in the open, it 
seems that the case for depreciation ac- 
counting is proved, for if depreciation 
does exist, then allowance must be 
made for it out of operating expenses. 
In other words, current users of a 
utility should pay all expenses when 
and as they occur. If this is not done 
the result will be either that users of 
a later period must bear all expenses 
of the later period plus a part of the 
expenses of the current period, or that 
the investors are to pay part of the 
current expenses out of capital. 

Looked at in this light, depreciation 
reserves are not a burden saddled upon 
the users of utility service over and 
above all operating expenses, for the 
purposes of financing, but are rather 
reimbursements to the stockholders for, 
capital used up in the course of opera- 
tions. It is one of the cardinal points 
of fair rates that investors in utility 
property are entitled to rates which 
will safeguard the original investment 
and provide a reasonable return on 
that investment. Surely no fair- 
minded person would contend that 
rates are fair which allow confiscation 
of property. 

Of course, an adoption of deprecia- 
tion accounting where retirements have 
been made directly out of expenses 
would undoubtedly change the appear- 


(Continued on page 28) 
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Massachusetts Blue Sky Law 


By D. P. Perry 


(Bost 


“An act to control the sale of securi- 
selling the 
same and to prevent the fraudulent 
promotion and sale ot fraudulent se- 
curities.” This is the title of the Sale 
of Securities Act effective August 26, 
1921, which together with subsequent 
amendments comprises the blue sky 
legislation in Massachusetts. The act 
and amendments have been incorpo- 
rated in the General Laws as Chapter 
L1OA. 


It provides two sorts of control over 


ties, to register persons 


the public sale of securities within the 
state. With certain specified excep- 
tions to be enumerated later, no secu- 
rity is permitted to be sold in Massa- 
until information has 
filed with the Commission supervising 
and controlling the Department ot Pub- 
lic Utilities. The Commission is given 
authority in its discretion to forbid the 
sale, if the information is not satisfac- 
tory or if there is indication of mis- 
representation, fraud or exorbitant 
profit. In general, all information sub- 
mitted by a company desiring to sell its 
securities in the state is open to public 
inspection. 


chusetts been 


The second way in which 
sales are regulated by the law is 
through the requirement that all 
brokers and salesmen proposing to sell 
shall 
register with the Commission. The ac- 
countant’s chief interest in the law and 
its administration is in relation to the 
information required by the Commis- 
sion before it permits security sales. 
The Massachusetts blue sky law does 
not apply to all types of securities and 
sales and an enumeration of the excep- 


securities in Massachusetts 


OR 


tions will clear the ground for discus- 
sion of what data is required in the 
general case. The securities and sales 
exempted are of the following classes 
which are defined with more detail in 
the law than here: 

1. Isolated sales of securities by 
owners other than underwriters. 

2. Commercial paper, notes or 
other evidence of indebtedness ma- 
turing within fourteen months. 

3. Securities issued or guaranteed 
by governmental agencies or by any 
public body having power of taxa- 
tion. 

4. Securities issued or guaranteed 
by railroads or other public utility 
corporations under official 
tion. 


regula- 


5. Securities issued by a holding 
company against securities coming 
under the last two classifications. 

6. Securities listed upon 
chusetts stock exchanges whose re- 
quirements for the listing of a secu- 
rity are acceptable to the Commis- 
sion and securities of the 
companies senior thereto. 

7. Securities legal for investment 
by Massachusetts savings banks and 
insurance companies. 

8. Securities issued by banking 
institutions under federal or state 
banking control. 

9. Securities of institutions organ- 
ized for religious, charitable, educa- 
tional, fraternal or similar purposes. 

10. Securities of corporations or- 
ganized under the laws of Massa- 
chusetts authorized capital 


Massa- 


same 


whose 





- 


el 
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stock and other outstanding securi- 
ties do not exceed $25,000 and the 
original issue of stock of any Mas- 
sachusetts corporation with not more 
than twenty-five stockholders. 

11. Judicial sales, sales by fiduci- 
aries appointed by court decree and 
sales by receivers or trustees in 
bankruptcy. 

12. Distribution of securities to 
stockholders as a dividend and 
securities issued entirely to stock- 
holders or their assigns either under 
a reorganization or as sale of addi- 
tional stock to increase capitaliza- 
tion. 

13. Sale in the ordinary course of 
business by a pledge holder or mort- 
gage of a security pledged with him. 

14. Sale of notes secured by mort- 
gage where title to the entire secu- 
rity is sold therewith. 

15. Sale of securities to a reg- 
istered broker. 


16. Sales at public auction. 


While the Commission has discretion 
to add to the list of exemptions it has 
not exercised its discretion in any im- 
portant way. For instance, the law 
would allow the Commission to exempt 
securities listed on stock exchanges 
outside of Massachusetts, but the Bos- 
ton stock exchange and the Boston 
curb exchange are still the only stock 
markets whose listings have been ex- 
empted. 

The law provides that a security, 
unless it falls into an exempted class, 
shall not be sold within the common- 
wealth until the corporation or the 
person offering it shall have filed with 
the Commission a notice of intention to 
offer for sale and, within seven days, 
a statement containing the following 


data about the security and the issu- 
ing organization: 


a. The names and addresses of all 
directors and officers. 

b. The state and law under which 
the issuing corporation or other 
entity is organized. 

c. The purposes for which it was 
organized and the general nature of 
the business in which it proposes 
to engage. 

d. Specific information as to its 
capitalization including the amounts 
of its capital stock, authorized, is- 
sued and to be issued, segregated by 
classes of stock, together with a de- 
scription of the voting rights and 
other privileges and limitations of 
each class; also a description of the 
amount, date, maturity, character 
and security of the funded debt. 

e. statement of the purposes to 
which the proceeds of the proposed 
issue will be applied. 


Printed forms are provided for filing 
the data outlined above. In the case 
of issue of stock or bonds offered by 
an investment banking house of good 
repute, the commission is usually sat- 
isfied to grant approval of the sale 
without delay on the strength of the 
data appearing on the printed pros- 
pectus or circular describing the of- 
fering. A corporation of which the 
details of capitalization are published 
in such recognized financial manuals 
as Poor’s, Moody’s or Standard Sta- 
tistics may refer to these sources of 
information instead of filling out the 
form completely. 

The law provides that, after the 
data specified is filed, the security may 
be sold by any registered broker, sub- 
ject to the right of the Commission 
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to request further information and to 
forbid the sale until the request has 
heen satisfactorily complied with. In 
practice the Commission does require 
more extensive and detailed data than 
is specified in the act itself. 
6 of the law authorizes the Commis- 


Section 


sion to require the submission under 
oath of further information, which 
may include “examination and reports 
by reputable accountants, engineers 
and other experts at the expense of 
the persons” issuing the security. Ex- 
cept in the case of an issue through 
investment bankers known to be of 
high standing where, as already men- 
tioned, data in the printed prospectus 
usually satisfies the Commission, it is 
present practice in the office of the 
Commission to forbid the sale of a 
security until a further questionnaire 
has been answered by the persons in- 
terested. The questionnaire is com- 
piled by the office to fit the particular 
case. It generally requires a_state- 
ment of the amount of securities is- 
sued for property other than cash and 
for services, patents or other intangi- 
ble assets. Commissions and expenses 
of selling the security must be esti- 
mated and frequently a copy of the 
underwriting contract is requested. 
General business and banking refer- 
ences and a statement of the past his- 
tory, predecessor organizations and af- 
filiations are also subjects of inquiry. 
Oil and mining enterprises are asked 
t 
statistical and engineering data. The 
questionnaire also requires that the 
Commission be furnished with a bal- 
ance sheet and earnings statement at 


» submit a considerable amount of 


some recent date sworn to by a cer- 
tified public accountant or public ac- 
countant. 

The Commission has not attempted 


to lay down many definite rules or 
fixed standards to govern its decision, 
but prefers to consider each case on 
its individual merits, believing that an 
essential part of its duty is to collect 
the maximum amount of pertinent data 
and to make it available to the public. 
It is stated in the commission’s office 
that no sale will be allowed where 
less than 75% of the proceeds becomes 
available to the issuing organization. 
That is, a marketing cost of more than 
25° of the selling price of a security 
is prima facie indication to the Com- 
mission that the promotion fees are 
“So gross and exorbitant as to be un- 
conscionable.” Another recently pro- 
mulgated rule is that permission will 
not be given for the sale of a stock 
which is not paying dividends unless 
the stock has proportionate voting 
power with other capital stock. 

The Commission does not consider a 
case closed when it has once allowed 
a security to be sold. 
make further sales will be withdrawn 
if satisfactory information is not sub- 
mitted as of the close of each calendar 
year. The Commission provides a 
form to be filed on or before March 
31 of each year with data as at the 
December 31, regarding 
capitalization, security issues during 
the year, commissions and other con- 
sideration to brokers on such issues, 
instalment sales and proposed future 
sales of securities. A balance sheet 
and income statement for the year 
sworn to by a certified public account- 


Permission to 


preceding 


ant or public accountant and an up-to- 
date list of directors and officers are 
also required with the answers to this 
annual questionnaire. 

The Commission does not attempt to 
define “public accountant” and assumes 
without investigation that the account- 
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ant certifying the financial statements 
is in fact a professional accountant 
unless some gross error or reason for 
suspecting fraud comes to attention. 
The financial statements and _ certifi- 
cates which have been submitted in 
some cases are indicative of only a 
superficial audit and perfunctory meet- 
ing of the law’s requirements. This, 
of course, detracts from the general 
dependability of the certified state- 
ments and their information should 
not be relied upon unless the profes- 
sional status of the accountant can be 
ascertained to be satisfactory. The 
person interested in a security will, 
nevertheless, find it advantageous to 
examine the file in the Commission's 
office. The indications there of the 
willingness of the issuing company to 
provide information provide an index 
of its probable future attitude towards 
those investing their money in the en- 
terprise. Many companies supply all 
information the commission requires 
in understandable and 
form,—indeed some take advantage of 
the publicity of the Commission’s files 
to record advertising and selling points 
not requested, so that the prospective 
purchaser may be even more disposed 
to buy after an investigation in the 
Commission’s office. In many cases 
more can be learned about a security 
there than from the salesman. 

The law also provides that no per- 
son shall sell securities within Massa- 
chusetts as a broker or salesman unless 
he has been registered by the Commis- 
sion. Under the regulations, applica- 
tion for registration as broker nust 
contain the following information for 
the individual, or, in the case of a 
partnership, for every member o1 the 
firm, or, in the case of a corporation, 


dependable 


trust or other unincorporated associa- 
tion, for every officer and trustee 
thereof : 


(1) Home addresses, occupations 
and employers for the pre 
ceding five years, 

(2) Whether he has ever been sus- 

pended trom membership in 

any stock exchange, or has 
been refused a_ registration 
or license to sell securities in 

Massachusetts or any other 

state, or has had such regis- 

tration or license revoked, 

‘hree individual letters of ref- 

erence from responsible per- 


w 


sons relative to his honesty 
and integrity, 

+) One letter furnished by a bank 
indicating his general credit 


and financial responsibility, 
5) Whether he has ever been 


charged or convicted of any 
crime and if so the nature 
thereof and the disposition of 
the case, 

(6) A balance sheet showing assets 
and liabilities as of the date 
of application certified by a 
public accountant. (This ap- 
plies to individuals as well as 
to corporations and firms. } 

(7) Nature of business to be con- 
ducted. 


Less elaborate information is required 
of individuals applying for registra- 
tion as salesmen. Registration is for 
the calendar year and must be renewed 
each year. The annual fee is fixed at 
fifty dollars for brokers and two dol- 
Conviction of a 
felony or of a violation of the blue 


lars for salesmen. 


sky law itself makes a person per- 
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manently ineligible for registration as 


broker or salesman of securities. 
No person registered to sell securi- 


shall 
to be 


make sales which 
paid for under a partial pay- 


ment or instalment plan contract unless 


ties any are 


the terms of the plan are approved by 
the Commission. 

I-tfort is 
sumption on the part of investors that 


made to prevent the as- 
compliance by a company with the Sale 
of Securities Act provides any assur 
ance that the security in question is 
a good investment. It is forbidden to 
use any reference to such compliance 
upon advertising matter or circulars 
or when making sales of securities in 
person. Even the receipt given to a 
salesman for his registration fee is to 
be exhibited only to officers of the law. 
for violation of 
the 


not over five thousand dollars 


Penalties any pro- 


visions of act are punishable by 
fine of 
or by imprisonment for not more than 
two and one-half years or both. Per- 
sons aggrieved by any finding of the 
Commission may appeal to the supreme 
judicial 


and the 


commonwealth which have jurisdiction 


superic xr courts of 


in equity to review, modify, amend or 
annul any ruling, finding or order of 


the Commission. 


Super Sales Courtesy 


(after clerk had 
pulled down all but one of the blankets 
on the shelves) : 


Homan Customer 
“T don’t really want 


to buy a blanket today. I was only 
looking for a friend.” 

Clerk: “Well, madam, if you think 
he’s hiding in the other one, [ll gladly 
take it down for you.” 


F. & H. News. 
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special rulings in particular cases, as 
now in force, should be abolished be- 
cause it tends to unnecessary technical- 
ity on the part of both the taxpayer 
and the Department. P. 100. 


Decentralization 


The Committee is not in 
decentralization of 


favor of 
the administration 
of the law until a better trained per- 
sonnel, under civil service, can be pro- 
vided in local districts. 


Depreciation vs. Retirement 
(Continued from page 23) 


statements of a 
considerable number of 


ance of the operating 
railroads and 
possibly of some electric and gas utili- 
Credit of utilities would 
without doubt follow the general trend 
of these changes. 


ties. these 

Nevertheless such 
possible results should not be used as 
an argument against the soundness of 
Such results 
would, on the other hand, if they at 
once made recognizable conditions lead- 
to ultimate financial difficulties, be a 
justification of the principle and would 
the adoption of means 
whereby the operating statement of the 


depreciating accounting. 


encourage 


utility would be improved or else the 
utility would discontinue operation. 
Every precaution should be taken, 


however, not to produce conditions 
whereby fundamentally sound utilities 


should be forced out of business dur- 


ing the transition from one method of 
accounting to the other. 











